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TABLE 
KEY ECONOMIC INDICATORS - EGYPT 
($ Millions, except where indicated) 


Income & Production 1974 1975 


GNP (market prices) 10,325 11,950 
GDP (market prices) 10,415 11,910 


GNP By Sector - % 

Agriculture 32 30 
Ind., Petroleum & Mining 21 22 
Construction & Power 5 6 
Transport (inc. Suez) & 

Communications 4 5 
Trade & Finance 12 12 
Other Services 26 25 


Population (thousands) 
Total employed 


Money & Prices 


Money Supply (currency & demand 
deposits) ** 

Quasi-money** 

Domestic Credit** 

Net Foreign Assets** 


Price Indices (1970=100) 
Wholesale 
Retail 


Balance of Payments 


Exports (f.o.b.) 
Imports (c.i.f.) 
Trade Balance 
Net Services 
Private Transfers 
Current Balance 


Net Capital Acct. 
Errors & Omissions 


Net Banking Sector 
Monetary Movements 


Special Financing 
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1974 1975 1976 


Public Finances 


Revenue 3,025 3,945 4,980 
Expenditure -4 845 -6,665 -6,775 
Emergency Fund Deficit (-) -85 -730 -640 
Total Deficit (-) -1,905 -3,450 2,435 
Financing 1,905 3,450 2,435 

External (2h0) (495) (460) 

Domestic (1,665) (2,955) (1,975) 


Main imports from U.S., 1976: wheat ($169 million), aircraft and parts 
($82 million), corn($74 million), cottonseed oil ($73 million), animal 
fats ($51 million), wheat flour ($47 million), const®uction and mining 
machinery ($22 million), passenger cars and trucks ($19 million). 


Exports to U.S. totalled $92 million in 1976, most of which consisted of 
petroleum and petroleum products ($81 million). 
*Estimates, where available 


**ind of Year 


Totals in Egyptian pounds in source data are converted at 
official rate of LE 2.56 = $1.00; values are therefore 
overstated in real terms in some instances. 


Sources: Central Bank of Egypt, IMF, IBRD, Ministry of Finance, Central 
Agency for Mobilization and Statistics. 





ECONOMIC TRENDS - EGYPT 


Summary 


Egypt's balance of payments and debt service problems, which 

have become acute since 1974, remain severe, but the former 
improved in 1976 due to better terms of trade and the postponement 
of planned imports. The very large foreign debt service burden, 
especially short-term obligations, occasioned mounting arrears, 
however. Massive loans from Arab oil-producing countries made 
available during the first half of 1977 have now taken care of 
the most pressing obligations, and the Government has embarked 

on a program of economic reform designed to rectify, in time, 

the imbalances which have led to recent difficulties and to lay 
the groundwork for development activities through 1989. Agree- 
ment with the IMF on measures to be taken during 1977 has 

resulted in the extension of a standby credit; a focus on develop- 
ment financing has been provided by the formation of an IBRN- 
sponsored Consultative Group on Egypt made up of some two dozen 
aid donors. , 


One of the major facets of Egyptian economic reform is the 
delineation of a more important role for the private sector. 
Added inducements to foreign private investment in the form of 


revisions to the investment law, expected to be enacted by mid- 
1977, along with large-scale USAIN and international lending 
institution financing possibilities in certain areas, provide 
the U.S. business community with the potential for investment 
outlets, significant sales and participation in project 
activities. U.S. exports to Egypt should reach the $1,900 
million mark in 1977. 
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CURRENT SITUATION AND TRENDS 


Egypt's pressing requirements for foreign assistance to finance 
imports and to service debt obligations in 1977 have been met, 
due largely to the generosity of friendly oil-rich Arab states. 
Current account funding in sufficient amounts has been committed 
to provide the Government a breathing spell during which it can 
address longer-term development problems and the need for project 
financing. The current situation therefore is vastly improved 
over that obtaining in immediately previous years, although 
deep-seated problems remain and balance of payments difficulties 
are expected to continue through the end of the decade. 


Reforms Underway or Planned 


Egypt has entered a period of reform during which means will he 
sought to address the severe dislocations present in the economy. 
Policy decisions taken in past years have resulted in enormous 
trade deficits since 1974, staggering foreign debts in consequence 
and a considerable shortfall in financing available to the Govern- 
ment, even for current operational expenses. Extraordinary 
demands on Egypt's resources include the burden of military 
preparedness, developmental requirements and the cost of refurhbish- 
ing a run-down infrastructure. A significant additional drain 

on the Government's budget has been the expense of supporting an 
increasingly costly system of social benefits, mainly in the form 
of subsidies on basic food items, a large proportion of which is 
imported. Egypt has spent far beyond its earning capacity in 
recent years and has had to resort to costly commercial bank 
credits to obtain the required foreign exchange. 


The conclusion of a one-year International Monetary Fund standhy 
agreement in April 1977 marked a turning point in Egypt's domestic 
economic policies. The Government's program, undertaken in 
consultation with the IMF, involves a number of corrective measures 
expected to be implemented over the course of 1977 in several 
areas of the economy. Includéd are moves toward a more realistic 
official valuation of the Egyptian pound, incentives for domestic 
savings, tax and customs revisions, controls on the expansion of 
the money supply and, of perhaps most immediate impact and 
sensitivity, an approach to the reduction of consumer subsidies. 
(It was an earlier attempt to deal with this last question through 
the annual budget that led to the outbreak of urban rioting in 
January 1977, the most serious such domestic disturbance in 25 
years.) Further IMF financial support in 1978 and future years 
will be contingent upon progress made by Egypt in its self-help 





efforts through early 1978. 


Certain modifications in the economy have already begun. Foremost 
among these were a liberalization of foreign exchange regulations 
late in 1976--a move, however, that is short of free convertibility 
of the Egyptian pound--and an increase in interest rates on time 
deposit accounts. The former measure is designed primarily to 
attract to Egypt foreign exchange balances held abroad by Egyptians 
and the latter, to foster domestic savings in general. 


Still other corrective measures are in view. Some of these are not 
directly related to the IMF program, e.g., amendment of the foreign 
investment and free zone law, but all are consonant with efforts 
toward rationalization of the economic system. An expanded role for 
the private sector, after many years of public sector dominance, 
clearly is recognized as desirable by most Egyptian policy makers, 

and this recognition is reflected in pending legislative action. 
Experience with the investment law, which was enacted in 1974, 
indicates strongly that further liberalization of its provisions is 
needed to attract capital in significant amounts from abroad. Egypt's 
patchwork system of direct taxation, some provisions of which date 
back 30 to 40 years, is undergoing a close look by financial officials, 
with a view toward alleviating hardships in the lower-income range, 
reducing disincentives in the upper range and permitting more effective 
collection. Customs receipts is another area that is receiving 
attention: increased revenues are gained automatically from the 
transfer of import categories to valuation at the more realistic 
"parallel" rate (LE 1 equals $1.43) under Egypt's essentially two- 
tiered foreign exchange system (the official foreign exchange rate is 
LE 1 equals $2.56), but improvement of customs administration, too, 
has come under study. 


Development Priorities 


Further to the reform effort, the Egyptian Government is in the process 
of articulating its development priorities and policies in the form- 
lation of a long-delayed Five Year Plan for the period through 1980. 

A reordering of priorities is expected to place prime emphasis on 
public sector investment in selected infrastructure projects. Private 
investment will be encouraged to take a large role in the promotion of 
productive facilities, especially those oriented toward exports. 
Agriculture, housing and the construction and power sectors are to be 
accorded high priority, with industry in general planned to be directed 
toward greater utilization of capacity and the improvement of export- 
earning industries such as textile manufacturing. Spending under the 
draft plan on social services is expected to be downgraded, except in 
those areas that indirectly affect productivity (examples cited are 
education and the extension of electric power grids). 
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The Five Year Plan, when published in final form, probably will 

set a target of $20,000 million equivalent (at the $1.00 = LE 2.56 
official exchange rate) in total investment, foreign and domestic, 
over the period 1976-80, with an ambitious ten percent growth rate 
engendered by 1980. Industry would be accorded about 18 percent 
of these funds, transport 15 percent, agriculture ten percent, 

the Suez area nine percent, various service projects 23 percent, 
and the remainder unallocated initially. (Private investment in 
the petroleum sector is not included in the above calculations.) 
Roughly one-third of the projected growth rate increase is expected 
to be accounted for by earnings from the Suez Canal, oil production 
and remittances from workers abroad. 


Foreign Assistance Efforts 


All of these initiatives, either tentatively enacted, underway or 

on the drawing boards, add up to what gives every appearance of 
being a concerted effort to institute meaningful changes in an 
economy which has become skewed over the years toward a trade and 
finance position which requires continued foreign borrowing and 
deficit financing on a large scale. This course of action is highly 
fortuitous at this stage of Egypt's post-1973 War development. In 
addition to close attention by the IMF to Egyptian economic problems, 
the IBRD and a number of important bilateral donors (notably the 
United States, Saudi Arabia and other Arab OPEC nations) have 
focused on means to assist Egypt in arresting the continuing finan- 
cial crisis and to assist with longer-term project aid. One -result 
of this attention was the formation of an IBRD-sponsored Consultative 
Group on Egypt, with membership composed of representatives from 
more than 20 nations and international institutions. While not a 
full-fledged aid consortium, the Group in its first meeting during 
May 1977 provided a useful focal point for consideration of economic 
assistance efforts during the next few years. 


Another result of donor attention to aid questions was the formation 
in 1976 of the Gulf Organization for the Development of Egypt 

(GODE). With capitalization initially set at $2,000 million, this 
entity was envisioned by its founders, Saudi Arabia, Kuwait, Qatar and 
the United Arab Emirates, as a channel for the transfer of resources 
to Egypt, mainly for developmental purposes, over a five-year 

period. In practice, however, Egypt's short-term needs have dictated 
the commitment of that sum in toto to balance-of-payments support 
purposes in 1977. Replenishment of GODE funds for project financing 
is under consideration. 


All concerned, from the smaller bilateral donors to the larger 
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institutional sources of funds, are desirous that basic reforms 

be implemented and better utilization of available financing be 
arranged. The balance of payments situation improved in 1976 
over that of the previous year, but this was only partially due 

to added earnings. Receipts from Suez Canal tolls and tourism rose, 
as did remittances from Egyptians working abroad, and petroleum 
exports have begun on a relatively small scale; lower world prices 
on regularly-imported foodstuffs, notably wheat, were a crucial 
saving factor, however, and much in the way of planned imports for 
productive purposes went by the boards. Further, the magnitude of 
Egypt's debt service problems, especially short-term payments, 
remains large, and will so remain over the coming year. 


Balance of Payments and Debt 


A few statistics are perhaps in order to illustrate these problems, 
using the period 1973 - 1976 for comparison. The net negative 
balance on the current payments account rose in that period from 
less than $700 million to nearly $2,500 million in 1975, dropping 
back to a level of some $1,200 million in 1976. Egyptian exports 
increased in value by 80 percent, to almost $1,800 million, and 
earnings from services and transfers rose from a negligible sum in 
1973 to more than $1,400 million by 1976. The cost of imports, how- 
ever, increased more than two and one-half times, to nearly $5,000 
million in 1975 and $4,400 million the following year. The resultant 
expanded trade gap was made up in major part through foreign financing. 


As noted above, a significant segment of foreign credits has been 
obtained from commercial bank sources. As much as one-fourth of 
financing requirements from abroad has been met through this high- 
cost, short-term means, thus complicating and intensifying the 
Government's debt service obligations. Two other major sources of 
financing--official loans and deposits--generally do not present as 
pressing an immediate burden on Egypt's foreign exchange resources, 
but suppliers credits, which add up to approximately one-half the 
amount outstanding on bank credit facilities, in addition pose 
demands on available foreign exchange. 


All in all, Egypt's debt service burden, including arrears pending 
payment, exceeded $1,000 million in 1976. The payment arrears 
question became especially acute during that year; payments of bank 
credit facility obligations ran as much as two to three months behind 
schedule, and continued as a problem well into 1977. The prospects 
for 1977 were no more cheering until substantial GODE funds became 
available on a medium-term loan basis during the first half of the 
year. Certain of the members of the Consultative Group, i.e., the 
Arab oil states, had also earlier transferred official interest- 
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bearing deposits to the Central Bank of Egypt as 

a means to provide cash assistance in meeting the import bill. 

- Repayment of those coming due has been deferred by agreement among 
the parties concerned, thus relieving Egypt of a potentially dis- 
ruptive drain on its foreign exchange holdings in 1977. 


IMPLICATIONS FOR U.S. BUSINESS 


Two factors on the current Egyptian economic scene bear importantly 
on the prospects for U.S. businessmen: the large-scale U.S. aid 
program and current initiatives to modify the foreign investment law. 
Export opportunities to the 38 million-population Egyptian market 

are limited by constraints on available financing, but U.S. Government 
loan and grant financial commitments under A.I.D. and PL-480 total 
nearly $1,000 million annually. More than one-half of this sum is 
committed to quick-disbursing commodity import and PL-480 (mainly 
wheat sales) programs. A broad range of consumables thus are 

export possibilities for U.S. businesses. Project aid, too, presents 
opportunities. In addition to U.S. financing, the World Bank's loans 
for projects will total some $265 million in 1977. Further significant 
possibilities should be forthcoming through 1980, assuming foreign 
exchange assistance is provided on the scale envisioned by Egyptian 
planning officials. 


Projects are underway or being planned on a significant scale in 
telecommunications, water and sewerage treatment, electric power 
generation and distribution, cement production, and port improvement. 
Major capital expenditures are forecast for the widening and 
deepening of the Suez Canal. Housing and agribusiness projects also 
have been accorded high priority by the Egyptian Government. 


The value of exports from the U.S. to Egypt rose from $683 million 
in 1975 to $810 million in 1976, and first-quarter data indicate that 
a $1,000 billion total will be reached in 1977. The most important 
general categories of commodities shipped in 1976, in order of value, 
were cereal grains and flour, fats and oils, machinery and transport 
equipment and tobacco. A substantial portion of these shipments was 
financed through U.S.A.I.D. programs. 


The question of U.S. private investment in Egypt is more problematic. 
Prospects depend in large measure on the nature of currently-pending 
amendments to Law No. 43 of 1974, which governs foreign investment 
projects and free zone operations, and, even more crucially, on the 
future implementation of the law. Egypt has had little success over 
the past three years in attracting foreign private capital, due in 
part to certain provisions of the law itself. One of these, for 
example, requires that investment funds enter Egypt at the disadvan- 
tageous, over-valued official exchange rate, and the law further is 
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unclear on the rate to be used for capital repatriation and profit 
remittance. At least as significant, however, has been the operation 
of the Investment Authority itself during that period; until recently, 
officials responsible for the screening of investment proposals 
evidently have been more concerned with selecting projects which might 
be construed as ideal for the Egyptian economy than with promoting or 
facilitating the investment process. Prospective investors were 
required to overcome numerous bureaucratic hurdles and to devote long 
periods of time to satisfying the requirements of the Authority. 
Policy changes in early 1977 resulted in the accelerated approval, 

at least in principle, of some 100 projects, however, and with a 
series of amendments to the law expected at an early date, the frame- 
work for foreign investment operations should be measurably improved. 


In sum, export sales of a range of commodities and participation in 
development projects have potential worthy of careful investigation 
by the U.S. business commmity. U.S. aid funding in Egypt and 
capital loans from international sources provide financing far beyond 
the foreign exchange resources generated domestically. Investment 
institutions are expected to be improved, thus encouraging a look 

(or another look) by U.S. business concerns interested in the local 
market or in regional sales possibilities with Egyptian-based 
production facilities. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 











